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1 When Decision No. 71410 was entered on December 8, 2009 in Docket No. W-01303A-

2 08-0227 et. al. holding that docket open for the limited purpose of considering consolidation of

3 all of Arizona-American Water Company's (hereinafter "Arizona-American" or "Company")

4 water districts in a future rate case, little was known as to how rate consolidation would be

5 "considered" and what would be analyzed in the process of considering water district

6 conso1idation.1 Decision No. 71419 is not clear as to how the consideration of consolidation of

7 the various Company water districts should be accomplished, other than to require the staff to

8 submit "at least one consolidation proposal" in the Company's next rate case "which [would]

9 allow parties and the public ample opportunity to have notice of this issue and participate in [a

10 consolidation] discussion."2 The Arizona Corporation Commission staff (hereinafter

11 "Commission" for the Commission itself and "Staff" for the Commission staff) indeed submitted

12 three proposed consolidation scenarios, which, when added to the consolidation scenarios

13 submitted by other interveners, as well as the model scenarios provided by the Company in

14 conjunction with Decision No. 71410, creates a broad range of potential consolidation scenarios

15 to "consider." If a party such as the Town of Paradise Valley (or more particularly the customers

16 of the Company in the Paradise Valley Water District) were to rely on the initial analysis of the

1 "It is reasonable and in the public interest to keep this docket open for the limited
purpose of consolidation in the Company's next rate case with a separate docket in which a revenue neutral change
to rate design of all the Company's water districts or other appropriate proposals or all the company's water and
wastewater districts or other appropriate proposals may be considered simultaneously, after appropriate public
notice, with appropriate opportunity for informed public comment and participation." Decision No. 71410, p.76

2 "While the Commission will defer addressing consolidation in the instant case, we believe this
issue is of critical importance and that unnecessary delay does not allow customers to benefit from administrative
expediency, economies of scale and other efficiencies which would otherwise occur through consolidation.
Accordingly, we will require Commission Staff to propose at least one consolidation proposal in the Company's
next rate case which will allow parties and the public ample opportunity to have notice of this issue and participate
in that discussion. We also believe the Company should commence a dialogue with its customers as soon as
practicable, and will require it to initiate town hall-style meetings in all of its service territories to begin
communicating with consumers the various impacts of system consolidation in each of those service territories and
to collect feed-back from consumers on such consolidation." Decision No. 71410. p. 51
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1 Company that accompanied Decision No. 71410, one would not be too concerned about the

2 potential impacts of consolidation as the initial rate model (and the testimony of Company

3 witness Tom Broderick) would leave one to believe that the Paradise Valley Water District

4 would be "largely unaffected" by consolidation But if they were left to consider the panoply of

5 the variety of other consolidation scenarios, they would have little guidance and great unease.

6 As the history of "the next rate case" (this Docket) has unfolded, there are numerous

7 factors that make it nearly impossible for any customer to predict how consolidation would affect

8 that customer and what factors would be considered in the final analysis. Despite the testimony

9 of Company witness Thomas M. Broderick that "now" is the "opportune time" to implement rate

10 consolidation, the lack of clear direction on the types of factors determined by the Commission

11 to be of paramount importance and how a consolidation proposal should be structured has led to

12 numerous scenarios being proposed and a complete lack of any ability to predict what scenario

13 might be selected by the Commission. A list of the Lmresolved issues that need to be determined

14 before a predictable consolidation rate model can be analyzed with at least some level of comfort

15 include the following:

3 "Mr. Broderick attached the results of one consolidation scenario tO his prefixed rebuttal testimony. That scenario
is attached to this Decision and incorporated herein as Exhibit B. Exhibit B includes all eight of die Company's
water districts at the Company's requested revenues in the original application filed in this case, and at the present
rates for the Sun City Water district. Exhibit B shows the typical % x % inch meter residential customer bill on a
pre- and post- consolidation basis for each of the water districts, with a consolidated monthly basic service charge of
$15.59 and three tier commodity rates of $1.50, $2.50 and $3.25. That scenario would result in the following total
residential revenue and percentage shifts (in total changes net to zero) by district. [Table omitted] Mr. Broderick
stated that he experimented with the residential rate designs, but it did not change his conclusion that in order to
achieve a total residential rate consolidation, the rates in the Sun City Water and Mohave Water districts would
increase significantly, and that the major short term beneficiaries would be Anthem Water, Tubac Water, and
Havasu Water districts, with the only largely unaffected water district being Paradise Valley Water." Decision No.
71410, p. 48.
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1 1. the total revenue requirement needed for the Anthem and Sun City Water Districts in

2 the instant docket has not been determined, matldng projections on rate impacts

3 uncertain.

4 2. the number of tiers or break points for a consolidation proposal, and especially the

5 consumption levels for such break points is not determined, with such break points

6 capable of radically shifting costs to customers in certain districts, especially the

7 Paradise Valley Water District.4

8 3. the possibility of leaving out some of the water districts, such as Sun City or Sun City

9 West, from a consolidation proposal, as is done in one of the Staff proposed scenarios

10 and as has been requested by Commission Chairman Mayes.

11 4. whether the one-inch meter size residential customer class will be treated more like

12 the 5/8 x 3/4 class, or more like a commercial-type customer with only a two-tiered

13 rate structure,5 which is of particular importance in Paradise Valley where many

14 residential customers have one-inch meters due to requirements for in-home

15 sprinklers in all new construction.

16 5. and the likelihood of any large capital improvements or upgrades needed in any

17 particular water district, such as the aging infrastructure needs in the Sun City district

18 often referenced by the Company during the hearing.

4 For example, a comparison of the initial Company structure shown in the record of Decision No. 71410 with the
rates proposed in any of the three Staff consolidation scenarios reveals how dramatic the shifting of rates from one
district to the other may be, as is evidenced by RUCO Exh. R-15, where the impact on the average 5/8 x 3/4 inch
customer in the Paradise Valley Water District would be an increase of 25.90% under Staff scenario #1, 33.27%
under Staff scenario #2, 46.44% under Staff scenario #3, hardly an "unaffected" customer.
5 By way of example, the proposed one-inch residential customer rate tiers for the Sun City Water District shown in
Errata Schedule JMM-l contain only two tiers, 0-43,000gpm and 43,000 and above rpm as recommended by the
Company and 0-20,000gpm and 20,000 and above rpm as recommended by the Staff. See Notice of Errata Rate
Design for Sun Citv Water District tiled by Staff on Julv 14. 2010.
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1 The lack of any resolution of these factors, and perhaps others, has made it difficult to have any

2 predictability on what a consolidation scenario can or would look like if one is selected by the

3 Commission. One could say that it is like trying to shoot a moving target, but given the lack of

4 data and inability to know the mind of the Commission as a whole on many of the most

5 important factors to be considered (including the number of tiers to be used and the highly

6 relevant break points of those tiers), it is more akin to trying to shoot a moving target in the dark.

7 It might have been suggested that some clarity in the process could have been achieved

8 by means of the "Town Halls" that were required in the various districts,6 but such Town Halls

9 were not conducted as such prior to the hearing in this case. Although not submitted as evidence

10 in the current docket (due to its occurrence after the close of the hearing), it should be noted that

11 a recent "Town Hall" for the Paradise Valley Water District (conducted at 5:30 p.m. on July 12,

12 2010 at a church located with the District) resulted in only five residents within that District

13 attending, one of those being a member of the Paradise Valley Town Council and four being

14 residents if the City of Scottsdale. Why the dearth of attendance? Part of the reason could be

15 attributable to the summer vacation schedules of residents in this District, but the more likely

16 reason is that so little is known about the potential consolidation scenario that may be selected

17 and the impacts of that scenario it would be hard for anyone other than the most sophisticated

18 customers (such as the Paradise Valley resorts who have intervened in this case) to have any

19 ability to forecast the potential impacts of consolidation.7

6 Decision No. 71410, at p. 78, lines 20-23
7 In fact, even if one were to attend the July 12, 2010 Town Hall in the Paradise Valley Water District (the "Town
Hall"), the only conclusion to be reached is that the consolidation may not impact the typical Paradise Valley
customer much, if at all (see attached Exhibit A, PowerPoint presentation to be used by Arizona-American at the
Town Hall and "Handout on Consolidation Scenarios," both distributed at the Town Hall). All of the handouts
provided at the Town Hall would lead to the conclusion that unless Sun City is left out of the consolidation proposal
the impact would only be a 4.0% increase for a 5/8" meter residential customer and a 3.4% decrease for a 3/4"
customer in the Paradise Valley District. Information on the potential impacts of other proposals, such as the
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1 In truth, for any "Town Hall" regarding the potential impacts of rate consolidation to be

2 meaningful to the customers in a particular district, an identified rate consolidation proposal

3 should first be made by the Commission, which would then provide a basis for individual

4 customers to use their individual consumption data to analyze how that proposal would impact

5 them. At worst, the Town Halls should not occur Lentil after a recommended order has been

6 made by the Administrative Law Judge in this case, which would then give at least some indicia

7 to customers as to the likelihood of a recommended scenario (albeit perhaps couched in terms of

8 "If the Commission should decide to implement consolidation at this time...") that would

9 provide the basis for comparison between their current stand-alone rates and a consolidation

10 scenario rate structure.

11 In summary, the lack of a clearly defined process of how a consolidation scenario was to

12 be defined and considered has lead to a variety of consolidation scenarios being suggested,

13 making it difficult for any customer to predict how rate consolidation would affect that customer.

14 Additionally, the lack of a defined consolidation scenario has made the probability of having any

15 kind of meaningful Town Hall discussion on rate consolidation minimal. "Now" is not the

16 appropriate time to implement rate consolidation for the Company.

17

18

19

20

II. RATE CONSOLIDATION, is, IN REALITY, NOT GOOD FOR THE
CUSTOMERS OF ARIZONA-AMERICAN AND SHOULD NOT BE
IMPLEMENTED AT ALL

21 Even if the process-related and meaningful customer information issues could be cured,

22 consolidation is not likely to result in any customer benefits, only a shilling of costs from one set

23 of customers to others (appropriately labeled "Cross-Subsidization" by RUCO) and perhaps even

24 lead to higher customer rates in general. As noted in the testimony submitted by Town of

identified impacts of Staff Scenarios 1, 2, and 3 as shown in RUCO Exhibit R-15, were not presented at the Town
Hall.

AZA Consolidation Initial Posst-Hearing Brief 7 16 10 Page 9 of 15
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1 Paradise Valley (the "Town") witness James C. Bacon, Jr.,8 the Town Council of Paradise Valley

2 (the "Town Council") does support the concept of rate consolidation as it does not believe there

3 is any purpose for consolidating the Paradise Valley Water District with other Arizona-American

4 Water Districts at this time. Aldiough it is often suggested that consolidation can help to fund

5 needed system upgrades or needed capital improvements in the Company as a whole, the Town

6 has stated that "[It] believes funding for other water district systems upgrades or infrastructure

7
I o • 9
unprovements can be made regardless of consolldatlon." For this reason, the Town Council

8 has stated (in the testimony of James C. Bacon, Jr. and in accompanying Town Resolution No.

9 1215,'0 that it would like for the Paradise Valley Water District to remain unconsolidated at this

10 time.

11 Although some have cited to "public policy goals" that can purportedly be achieved by

12 rate consolidation (most generally in the testimony of Marshall Magruder, in both his submitted

13 pre-trial direct testimony and in the exhibits he submitted at the hearing) such as increased water

14 conservation by means of multiple "increasing" block tariffs and encouraging a switch from use

15 of groundwater to use of surface water, such goals can also be pursued in the individual rate

16 districts and do not need consolidated water districts in order to be advanced In fact, tailoring

17 conservation goals, including the tiering of rates and the selection of appropriate best

18 management practices, could arguably be fine-tuned to meet the unique conservation needs of

19 each district's unique water consumption and water supply circumstances, whereas a one size fits

20 all approach to conservation could actually send the wrong conservation signals in some districts.

8Exhibit PV-1, testimony of James C. Bacon. Jr., Town Manager of Paradise Vallev_ p. 6. lines 13-15.
9Exhibit pv-1. p.6_ lines 15-16.
10 See Exhibit A to Exhibit PV-1.
11Exhibit pv-1, p. 7. lines 3-7.
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1 Although it has been argued by other witnesses in the case, most particularly Company

2 witness Thomas Broderick, that the example of consolidation of the Arizona Public Service

3 Corporation (APS) is historical example of how rate consolidation can and should work, the

4 Town has clearly stated that this example of successful utility-company consolidation is not an

5 appropriate example or analogy. First, electricity generation and distribution are in no way

6 comparable to treatment and distribution of water.12 Second, in the case of Arizona-American

7 water, each set of assets is designed to serve a unique entity or district, with varying water

8 treatment needs and requirements (depending on the source), with no centralized "grid" available

9 for balancing load and optimizing generation (that is, no method to match system-wide water

10 consumption demands with the system-wide water sources), and with no physical

11 interconnection between the geographically separate facilities of the Arizona-American water

12 districts. Thus any comparison to APS for the purpose of bolstering a proposal for rate

13 consolidation is flawed.

14 Similarly, there is no business logic for nor customer benefit from combining the

15 geographically separate and distinct water districts in the Arizona-American system through

16 some form of consolidation. The only real business logic is that rate consolidation leads to

17 simplicity for regulators, but it is difficult to see how this M11 lead to any benefits for the

18 customers of Arizona-American.14 Although some have .purported that their would be some

19 form of customer rate savings achieved through rate consolidation, it was abundantly clear in the

20 testimony of Thomas Broderick that the Company already treats all of the various water districts

21 as if they are one in the way that it distributes its costs and assigns its personnel, thus the only

22 savings that he could identify would be in some minor bookkeeping costs.

12Exhibit pv-1. p. 7, lines 12-13.
13Exhibit pv-1. P- 7, lines 13-18.
14Exhibit pv-1, p. 7. lines 21-28. p. 8. lines 1-2.
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1 Unfortunately, rate consolidation could actually lead to overall customer rate increases as

2 it would basically centralize and accumulate the rate bases for all the Arizona-American water

3 districts and make it more difficult for customers to dissect the information discreet to their

4 locality in order to voice their opinions.15 As an example of how individualized scrutiny of the

5 requested improvements to one rate district lead to a thorough and rigorous vetting of the

6 requested improvements and the implementation of unique methods to achieve real cost savings

7 and thus real rate relief, one need look no further than the example of how the Tubac District

8 analyzed the arsenic treatment implementation for that district and was able to reduce the costs

9 from an initial projection of $2,300,000 down to $500,000.16 Although it is stated that this same

10 level of effort would be pursued even in the event of rate consolidation, typical human logic

would suggest such would not be the case, as it is often-observed that "when it is everyone's

12 responsibility, it becomes no one's responsibility."17 Conversely, when everyone else helps pay

13 for it, then no one is really going to question the costs. The Company itself alluded to such as

14 one reason why Sun City should be in favor of consolidation, that is, everyone else can now help

15 pay for some projected well replacements and other aging infrastructure replacements needed in

16 Sun City.

17 Assuming however, that the foregoing principle of typical human psychology does not

18 come into play and that the combined customer really does ask for a thorough and rigorous

19 vetting of the requested improvements in each and every district, for those so inclined, it would

20 potentially pit the customers in one district against those in another district. For example, the

15Exhibit pv-1. p. 8, lines 2-5.
16Rebuttal Testimonv of Marshall Magruder. at p.23. lines 24 to 31.
17Exhibit Pv-l. p. 8 generally, see also p. 9. lines 12-17 wherein MI. Bacon states: "Rate consolidation can lead to a
loss of accountability by Arizona-American over the necessity or merit of making certain capital investments in each
of the water districts. Capital expenditures that may receive a rigorous examination by the ratepayers when made in
one water district will not appear to have a substantial rate impact when spread out over a much larger rate-payer
base, thus leading to a less thorough examination of such capital expenditures."

AZA Consolidation Initial Posst-Hearing Brief 7 16 10 Page 12 of 15



1 customers in one water district, such as Sun City, may choose to intervene in future rate cases in

2 order to oppose capital investments in other districts while still insisting that improvements be

3 made in their own district. that is, they would argue that the aging infrastructure should be

4 replaced in the physically discrete Sun City area, while aging infrastructure in other physically

5 discrete districts such as Tubac or Paradise Valley not be improved.18 Consolidation could

6 actually lead to the ugly result of pitting customers in one district against others. Because

7 Arizona-American's water districts are geographically isolated with completely separate water

8 supplies and customers, necessary improvements and the resulting rates required for making

9 such improvements can be easily determined for each <1istri¢t.'9 As noted in the testimony of

10 James C. Bacon, Jr., one must ask whether rate consolidation is actually good for the customers,

11 - - 20or good only for Arizona-Amerlcan.

12 Similarly, the argument that public policy goals can be achieved by having an established

13 consolidated set of districts fund public safety improvements needed for smaller challenged

14 districts should be rejected. As Mr. Bacon testified, it is often argued that rate consolidation

15 "allegedly may promote public safety by combining smaller troubled water districts with larger

16 ones in order to help "fund" the substantial investments needed to alleviate health or public

17 safety issues in the smaller districts. However, those same improvements can be made regardless

18
. . 21

of consohdatlon." The only effect of consolidation is to shift those costs from the smaller

19 districts to the larger districts, the type of cross-subsidization that has been thoroughly briefed by

20 RUCO.

21
22

111. CONCLUSION

4

18Exhibit pv-1, p. 8. lines 5-8.
19Exhibit pv-1. p. 8 lines 8-10.
20Exhibit pv-1, p. 8, lines 10-12.
21Exhibit pv-1. 10. 8.
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1 Inadequate direction and lack of clarity in Decision No. 71410 as to how the

2 consideration of consolidation of the various Company water districts should be accomplished

3 and the lack of any meaningful "Town Halls" or other education of the affected customer base

4 leads to the conclusion that consolidation should not be ordered in this case and at this time.

5 Consolidation should be more thoroughly analyzed with more detailed information identified

6 from the outset. Yet, even if these defects were to be remedied in the future, it is not in the

7 interests of Arizona-American customers for consolidation to be implemented as many of the

8 purported benefits, such as cost-savings and conservation, may not be achieved, and instead may

9 actually be made worse. Consolidation should not be implemented.
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I I

Andrew Miller

From:

Sent:

To:

Heller, Michael [mhallam@LRLaw.com]

Wednesday, July 07, 2018 11:26 AM

Marshall@Magruder.org, Maureen Scott, Robin Mitchell (Acc), Dan Pozefsky; Joan Burke,
Thomas Broderick (AAWC), Campbell, Tom, Robert Metli (Aps atty), Judy Dworkin, Bradley
Herrera (AAWC case), njames@fclaw.com, Andrew Miller, Greg Patterson (WUAA), Larry
Robertson, larry@lwoods.com, jpbillscwaz@aol.com

Town Hall SlidesSubject:

Attachments: 100702 AAW Town hall Meeting July 2010 final.ppt

For your information, attached is the presentation that has been and will be used for the additional town hall
meetings.

For more information about Lewis and Rosa LLP, please go to

vvww.lewisandroca.com.
Phoenix (B02) 262-5311
Tucson (520) G22-2090
Las Vegas(702)949-8200
Reno (775)823-2900
Minden (775) 586-9500
Albuquerque (505)764-5400
Silicon Valley (650) 391-1380
This message is intended only for the use of the individual or entity to which it is addressed. if the reader of this message is not the intended recipient,
or the employee or agent responsible for delivering the message to the intended recipient, you are hereby notified that any dissemination, distribution
or copying of this message is strictly prohibited. if you have received this communication in error, please notify us immediately by replying to the
sender of this E-Mail by return E-Mail or by telephone.
in accordance with lntemal Revenue Service Circular 230, we advise you that if this email contains any tax advice, such tax advice was not intended or
written to be used, and it cannot be used, by any taxpayer for the purpose of avoiding penalties that may be imposed on the taxpayer.
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Arizona American Water Town Hall Meeting
Water & Wastewater Rate Consolidation

Case Docket No. W-01303A-09-0343 (Water) and
Case Docket No. SW-0130:l.A-09-0343 (Wastewater)

July, 2010

Hand Out on Consolidation Scenarios
Prepared by Arizona American Water

If you have follow up questions, please call: »
Arizona American Water Rates Department at

(623)445-2458 or email us at azrates@amwater.com.

The Arizona Corporation Commission can be reached at:
1200 West Washington, Phoenix, Az 85007

www.azcc.gov or consumer services at (602) 542-4251.

A R | z o N A

P\MERICAN WATER
(800)383-0834

www.arizonaamwater.com
We care about water. it's what we do.
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